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In O ur
The Newsletter o f the AICPA Auditing Standards Division
Volume 2 Number 3
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ACCOUNTING A N D REVIEW SERVICES: PROFILE A N D ACTIVITIES
ARSC is the AICPA’s senior technical committee responsible
for setting standards on accounting and review services for non
public entities. It has seven members, all o f whom are members
o f the AICPA serving on a volunteer basis, usually for three-year
terms. The Committee is supported by the staff of the Auditing
Standards Division. The following summarizes ARSC’s mem
bership and activities.

MEMBERSHIP
George L. M arthinuss, Jr., Chairman (term ends 1987) is a
partner in the firm o f Keller, Zanger, & Co. o f Silver Spring,
Maryland. He is a member of the firm’s executive committee
and is partner-in-charge o f the Silver Spring office. He also
heads the firm’s personal financial planning department. Mr.
Marthinuss has served on the AICPA’s CPE Curriculum &
Quality Control Subcommittee and is a member of the Institute’s
CPE Division Faculty. He received outstanding discussion leader
awards from the Institute for 1983-84 and 1984-85. He holds an
MBA from the University of Maryland. He has been an instructor
at the University o f Maryland and at George Mason College.
Raymond J . Clay, Jr. (1986!) is Professor of Accounting at
N orth Texas State University. He served as a member o f the
Accounting and Review Services Committee from 1979 to 1983
and was reappointed to his current one-year term in October
1985. Professor Clay has been active in both academic and pro
fessional affairs for many years. He is a current or past member
of many AICPA and American Accounting Association commit
tees and is the author o f three books and numerous articles
appearing in professional journals. He has also written five con
tinuing professional education courses and serves as an educa
tional consultant. Professor Clay received his Bachelors and

Masters degrees in Accounting from Northern Illinois Univer
sity and his Doctorate degree from the University of Kentucky.
He has held faculty positions at Indiana State University and
Texas Tech University and was on the audit staff at the Price
Waterhouse & Co. Chicago office. He also served as Director of
Professional Development for Union Pacific Corporation.
Stephen D. H olton (1986) is a stockholder in the firm of
Martin, Dolan and Holton, Ltd. in Richmond, Virginia. Mr.
Holton served as Chairman o f the Accounting and Review Ser
vices Committee from 1982 to 1985. He is a member o f the
FASB’s Emerging Issues Task Force. Mr. Holton graduated
from the College o f William and Mary and co-authored, Guide to
Preparing Financial Statements and the forthcoming Guide to
Forecasts and Projections.
Dennis R. Kroner (1988) is a partner in the firm of
Kroner, Bretel, Roth & Co., Ltd. in Chicago and is one o f the
firm’s founders. He is a member o f the Illinois Society o f Certified Public Accountants and has served as chairman of its
Accounting and Review Services Committee, Credit Union
Committee, and Practitioners’ Accounting Conference. Mr.
Kroner has a Bachelors degree from Northwestern University
and a Master o f Taxation degree from DePaul University.
W anda Lorenz (1989) is a partner in Lane, Trubitt & Co. in
Dallas. She is completing her final year o f a three-year term on
the AICPA’s Auditing Standards Board. Ms. Lorenz is a member
o f the Texas Society o f Certified Public Accountants. She was
audit committee chairman for the Southwest Practice Manage
ment Group for two years. Ms. Lorenz attended Pan American
University in Edinburg, Texas.
Alan R. M andell (1988) is a partner in the firm o f Blum,
Shapiro, & Co. in West Hartford, Connecticut. In addition to
his client responsibilities, he heads the firm’s Accounting and
Review Services Department. He joined the firm in 1964 after
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A C C O U N TIN G A N D REVIEW SERVICES: PROFILE A N D ACTIVITIES (continuedfrom p. 1)
graduating from Trinity College in Hartford and doing post This process begins with the identification of a potential need
graduate work at Boston University. Mr. Mandell is a member for guidance. This need may result from comments by prac
o f the Board o f Governors o f the Connecticut Society o f titioners, litigation, or the actions of other groups that affect
Certified Public Accountants and is a former chairman o f its the profession. The committee researches and analyzes the
Accounting and Review Services Committee and its Continuing issues involved, gathers data on current practice, reviews exist
ing literature, and develops alternative approaches. These efforts
Professional Education Committee.
L. M artin M iller (1988) is Managing Partner o f Cogen are supported by the Auditing Standards Division staff and a
Sklar Levick & Co. in Philadelphia. He has served on numerous small task force o f practitioners, some o f whom may be mem
AICPA committees including the Executive Committee o f the bers o f the Committee. A proposed pronouncement is then sub
Private Companies Practice Section, Technical Standards Com mitted to the Committee, which considers it and evaluates
mittee o f the Professional Ethics Division, and the Respon alternatives.
After the Committee considers the draft at one or more
sibilities in Tax Practice Committee. Mr. Miller presently serves
on the Pennsylvania State Board o f Accountancy. He is also a public meetings, it normally decides to expose the proposed
member of the Pennsylvania Institute o f Certified Public Ac pronouncement. Issuance o f an exposure draft must be approved
countants and has chaired its Education Committee, By-laws by 5 o f the 7 members. Exposure drafts are distributed for com
Committee, and Small Business Committee. He obtained a ment to the offices o f all CPA firms with AICPA members and
Bachelors degree from the W harton School o f the University of to anyone else who requests them. Ordinarily, a minimum of 90
days is allowed for comments.
Pennsylvania.
Comments are reviewed by the Committee, and any mat
ters raised in the comments that it did not consider previously
are evaluated. However, the Committee does not normally
Alan J . W inters, Director of Auditing Research, is the staff change position on matters considered thoroughly before ex
advisor to the committee. Prior to joining the AICPA, Mr. W in posure. The purpose o f exposure is to identify matters that may
ters was a member o f numerous AICPA committees and task have been overlooked or not studied thoroughly, not to assess
forces and is a past member o f the Accounting and Review Ser the popularity o f proposed guidance. After further considera
vices Committee. He is a member o f the Society o f Louisiana tion, the Committee usually decides to issue the exposure draft
CPAs and has served on several o f its committees. Mr. Winters as a SSARS. Issuance o f the final standard must be approved by 5
was formerly Professor o f Accounting at Louisiana State Uni o f the 7 members.
versity and received his Ph.D. from Texas Tech University. Mr.
Currently, the Committee is considering the comments
Winters has authored numerous articles in professional journals. received from the exposure o f a proposed SSARS concerning
personal financial statements included in personal financial
plans. The exposure period ended May 1 5 , 1986. The exposure
draft proposes to provide an optional exemption from SSARS 1
for such financial statements. However, the accountant would
ARSC is concerned primarily with developing Statements on not be precluded from complying with SSARS 1 for such
Standards for Accounting and Review Services (SSARSs). These engagements.
standards establish the procedural and reporting requirements
The Committee is also studying the scope of compilation
for accounting and review services performed in connection and review engagements. It recently completed an analysis of a
with unaudited financial statements or other unaudited finan survey o f 2000 AICPA members conducted, in part, to identify
cial information o f nonpublic entities. They are enforceable the scope o f procedures performed in compilation and review
under Rule 204 o f the AICPA Code o f Professional Ethics . To engagements. The Committee is attempting to evaluate current
date, five SSARSs have been issued.
practice in this area and determine if additional guidance is
SSARSs are the result o f the Committee’s due process. needed.

ACTIVITIES

RECENT DIVISION PUBLICATIONS
The division published two interpretations in the Journal of
Accountancy. One, published in May, interprets the guidance on
related parties in SAS No. 45. It discusses identifying related
parties and obtaining evidence about related party transactions.
The other, published in July, interprets SAS No. 49, Lettersfor
Underwriters, and discusses the meaning o f negative assurance on
interim condensed financial statements.
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The division, in conjunction with the Canadian Institute of
Chartered Accountants, published in May an Auditing Pro
cedures Study entitled Audit of Inventories.
The Credit Unions Committee published in May an audit
and accounting guide, Audits of Credit Unions.
The study and the guide may be obtained by calling the
AICPA Order department at (212)575-6426.

SAS N O . 39, A U D IT SAM PLING — 5 YEARS LATER
In 1981, the Auditing Standards Board issued one o f its most
controversial standards — SAS No. 39, Audit Sampling. When
the SAS was issued some people believed that the Board went
too far in specifying procedural guidance and that the standard
would make the audit process too complex; others believed that
the standard didn’t go far enough and left too much latitude for
judgment. Everyone agreed, however, that the standard was a
significant addition to the authoritative auditing literature. Its
potential effect on practice was, at the time, thought to be so
pervasive that its effective date was postponed until 1983 — 2
years after its issuance.
The Board, having issued the standard and withstood the
criticism of practitioners on both sides of the issue, didn’t want
to simply impose this significant change on practitioners without
following up to see if there were implementation problems or
unexpected side effects. It decided to follow the standard’s
application and effect on practice. The Board did a number o f
things to try to ease the standard into place: it established an
implementation task force, which published a series o f ques
tions and answers on sampling in the August, 1983 CPA Letter, it
held regional training courses on implementing the standard; it
reviewed the questions regarding sampling in the peer review
checklists; and it decided to revisit practice after a couple o f
years o f experience with the standard to see if it continued to
cause problems.
The Board was particularly concerned with whether there
were pervasive problems with the standard. It was aware o f
anecdotes regarding implementation problems with SAS No.
39; for example, individuals have indicated having trouble
determining tolerable error and documenting their sampling
applications. But the Board wanted to know whether problems
were widespread or isolated and whether the problems related
directly to the SAS or were symptoms of other problems. So a
project was initiated to determine whether implementing SAS
No. 39 was causing problems in practice.

THE RESEARCH
Kay Tatum o f Texas Tech University conducted a research proj
ect on behalf of the Board to determine the existence and extent
of SAS No. 39 implementation problems. The as-yet unpublished
research was based on a questionnaire mailed to 1,853 firms
nationwide. The questionnaire was designed specifically to:
• Determine any significant sampling problems prac
titioners were encountering in applying SAS No. 39.
• Determine if the frequency o f sampling problems after
implementing SAS No. 39 differed from the frequency
o f sampling problems in audits conducted before im
plementing it.
• Compare for compliance and substantive testing: (1) the
frequency o f sampling problems and (2) the types o f
sampling methods.
• Determine the effect o f SAS No. 39 on the audit
process.
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THE RESULTS
About half o f the firms surveyed responded to the question
naire. O f those responding, more than half did not use audit
sampling either because they don’t do audits or they do audits
but don’t apply sampling as defined in SAS No. 39. The con
clusions are drawn from 331 firms that provided usable responses.
The survey conclusions included the following:
• Many firms with fewer than 25 CPAs were not affected
by SAS No. 39 because they either do not perform audits
or don’t use sampling techniques.
• Application problems tended to relate to making judg
ments rather than technical problems with SAS No. 39.
For example, practitioners reported problems in decid
ing how much reliance to place on compliance tests,
determining the effect on substantive tests o f com
pliance test results, and determining materiality. There
were, however, some problems related directly to sam
pling, such as determining tolerable error, determining
error or deviation expectations, and considering the
acceptable risk o f overreliance on controls.
• Problems appeared to be decreasing.
• Sampling in substantive tests caused more problems
than sampling in compliance tests.
• Firms other than the fifteen largest firms solved audit
sampling problems most often by using the AICPA audit
guide, Audit Sampling or by attending continuing pro
fessional education courses.
• Firms had increased documentation o f sampling appli
cations.
• SAS No. 39 did not affect audit efficiency or effective
ness for most firms that used audit sampling. However, for
those firms that reported a change in effectiveness or
efficiency resulting from implementing SAS No. 39,
more firms reported positive changes than reported
negative changes.
• Most respondents appeared to understand SAS No.
39’s requirements.

FUTURE BOARD ACTIONS
The research indicates that, despite the initial controversy, prac
tice has adapted reasonably well to the requirements o f SAS No.
39. Suggested changes to SAS No. 39 to address implementa
tion problems don’t appear warranted based on the research.
However, the Board recognizes that practitioners may need
guidance in making judgments about the scope of audit testing.
Existing Board projects are directed towards providing such
guidance; for example the project on internal accounting con
trol will consider the interrelationship between compliance and
substantive testing.
The Board will, however, continue to be sensitive to prac
tice and, if warranted, would again consider whether changes
need to be made in SAS No. 39.

TECHNICAL PLAN HIGHLIGHTS
Financial Statements Used in O ther Countries (AICPA tors and audit committees and to report on management’s dis
staff: M ichele Sta n to n ). The Board decided to issue an SAS cussion and analysis. Schedule: Draft to be exposed 2Q. 1987.
Auditing Client Estimates and Judgments (LYNN O ’NEILL).
on auditors’ reports on financial statements that are intended to
The
Board
concluded at its June meeting that more guidance is
be used outside o f the U.S., e.g., when a U.S. subsidiary reports
needed
regarding
auditing client estimates and judgments and
to its foreign parent. The final SAS will not be substantively dif
directed
that
an
SAS
be developed incorporating some o f the
ferent than the draft exposed in October. Schedule: Standard to
concepts
in
the
statement
on prospective financial statements.
be issued 3Q.1986.
Schedule:
Draft
to
be
exposed
1Q.1987.
Uncertainties (KURT PANY). The Board, at its April
Internal
Accounting
Control
(Alan W INTERS). The
meeting, decided not to issue an SAS based on the draft exposed
Board
is
considering
a
comprehensive
revision of the standards
in November. The Board concluded, based on comments received
regarding
the
auditor’s
study
and
evaluation
of internal account
during exposure, that the guidance was not sufficiently useful
and that the auditor’s responsibility for going-concern uncer ing control (SAS No. 1, §320). The effort is intended to make
tainties also needs to be addressed explicitly. Accordingly, the the standards clearer and more useful in identifying controls
Board will also study auditing and reporting on the going- that are relevant to an audit, assessing control risk, and relating
concern assertion. Schedule: Board to discuss at its August m eet controls to evidence gathering. Schedule: Draft to be exposed
1Q.1987.
ing, draft to be exposed 2Q. 1987.
R eporting on Internal A ccounting C ontrol (EILEEN
Reports on the Application o f Accounting Principles
(MICHELE STANTON). The Board agreed to issue an SAS on DEMICHELIS). The Board, at its April meeting, considered how
opinions on the application o f accounting principles that are to make auditors’ reports on internal accounting control more
prepared for entities other than audit clients. The draft would responsive to the needs o f boards o f directors and others. The
require the accountant to consider all relevant facts and com Board determined more work on selected issues was necessary
municate with the continuing auditor as well as standardize the before guidance can be developed. Schedule: Draft to be ex
form of written report used for such opinions. The SAS will be posed 2Q. 1987.
Reporting on Pro Forma Financial Statements (Eileen
substantively the same as the draft exposed in December. Schedule:
DEMICHELIS). At its June meeting the Board reconsidered the
Standard to be issued 3Q. 1986.
Errors, Irregularities and Illegal Acts (LYNN O ’N eill). June, 1984 exposure draft on pro forma financial statements in
The Board will revisit SAS Nos. 16 and 17 to determine whether light o f the recent attestation standards. The Board decided to
existing standards appropriately describe the auditor’s respon continue work on this project as an application o f the attestation
sibility for detection and reporting o f errors, irregularities, and standards. Schedule: Board to discuss applicability and form of
illegal acts. At its June meeting, the Board discussed the auditor’s guidance at its September meeting; a timetable will be developed
responsibility for detection o f errors and tentatively agreed that after those decisions are made.
Analytical Review Procedures (MICHELE STANTON).
an audit generally should be expected to detect all material
errors. It will discuss the auditor’s responsibility for the detec The Board is considering whether additional guidance is needed
tion o f irregularities and illegal acts at the August meeting. in this area. Schedule: Board to discuss in July.
Schedule: The Board expects to discuss this topic regularly over
Accounting and Review Services (ALAN WINTERS). ARSC
exposed in December a SSARS, Reporting on Personal Financial
the coming months; draft to be exposed 1Q.1987.
Auditor Communications (MICHELE STANTON). The Statements Included in Personal Financial Plans. The SSARS would
Board is considering ways to improve communication o f the exempt from SSARS No. 1 certain personal financial statements.
auditor’s responsibility, including changes to the auditor’s stan The exposure period ended May 15 and 227 letters o f comment
dard report. The Board discussed this issue at its April meeting were received. The Committee, at its June meeting tentatively
and concluded that consideration should also be given to the agreed to issue the SSARS in substantively the same form as it
auditor’s responsibility to communicate with boards o f direc was exposed. Schedule: SSARS to be issued 3Q. 1986.
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